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We, POTy Ward, Joseph Heil wid Fiai± Scavone/deckr^ 

1 , We are the inventors of the Jibove-identified patent plication. 

2. Wcconcdved in the United States the invention descfibod in the above- 
identified ^licationprior to December 20, 1999 as evidenced by the attached excerpts from 
the Precept LLC Company Overview dated December 13, 1999 and a Task 

prepared prior to December 20» 1999. 

3; The Precept LLC Company Overview was distributed to prospective investpre 

in connection with Precqjt's se90ttd romid of financing m Decern 

; 4. The Task List details work to be done in in^lcmcoiting the system that is the 
subject of the present appUcatioa The Task List enumcretM specific tasks followed by the 
initials of the mdividual or individuals responsible for complatidn of the task. The initials JH 
OTd FS are the initials of josq)h Hdl and Frank Scavone. 

/ 5. Both the four page section entitled Precept Process Overview and Article I, 
pages l-A in the Precept LLC Company Overview provide a swDmary of the Precept loan " 
auction program and a description of the present havcntion. 

6. With reference to the first paragraph of claim 1 , the first paragraph of Article I 
states that the • Wcnvtiting pipce^s involves the gathering, analyzing and summarizing of ^ 
information relating to the cash flow of each Property." The borrower has the option to select 
any one of the three levels of underwriting as detailed in sections (b)(i), (U) and (iii) on pages 
2 and 3. 

7 . Upon completion of the underwriting phase, the borrower can proceed to the 
auction phase. With reference to the second paragraph of claim 1. in the auction phase, as 

l-IPA: S04*7S.l 



stated in s«tion (d)(i) of Article I, Yrcc^l will post "the tenns of the financing requested by 
the Bonowcr and the underwriting information ... for review by lifigistewd Ixnders." 

8. withreferencetoAethirdparagraphofclaiml,Prcceptwillthencoiid^^^ 

Auction as stated in section (d)(iv) of Article I. 

9. Finally, with lefermoe to the last paragraph of claim Uthebonowerhasthe 

opportunity to accept a Bid as stated in section (d)(vi) of Article L 

10. Many of the tasks required for implementation of ihe underwriting phase of 
the invention ate specified in the Task List. In addition, at least items 36. 38 and 39 at the 
bottom of page 2 and the top of page 3 relate to the auction phase. 

1 1 As indicated by the entries in the Tafik Ust. efforts to implement the Precept 
loaaanctlonpiogmn were well underwaybyDeccmber20. 1999. They continued thiougto 

2000 until the program was operational. 

12. In addition to these implementation efforts, Pemiie & Edmonds LLP was 
engaged in 2000 to prepare the present patent appUcation which was filed on September 13, 
2000. 

We declare fuxther that all of the statements herein of our own knowledge are tiue; 
and all statements made on knowledge and belief are believed true, and farther that these 
statements are made with the knowledge that willful false statements and the like so made are 
punishable by fine or imprisonment, or both, under section lOOlof Title 18 of theUnited 
States Code, and that such ^l&l felse statements may jeopardize the validity of the present 
application and any patent issuing thereon. 
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Perry Ward 

Date: 



Date: 
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stated in section (dXi) Of Article I, Precept will post 'the terms of the financing requested by 
the Borrower and the underwritins information ... for review by Rogistored Lenders." 

S. With refei^e to tSie third paragraph of claim l.Frec^ 
Auction as stated in section (d)(iv) of Article L 

9. Finally, vdth reference to the last paragr^h of claim 1, the borrower has the 
opporturdty to accqpt a Bid as stated in section (d)Cvi) of Ar^ 

10. Manyof tiietaslcBi^mredforiniplemental^ 

the inveiriion are specified in the Task list Inaddition»atleast itcms36,38and39 at1iie 
bottom of page 2 and the top of page 3 wMe to the auction phase 

11. ^ As indicated by ihc entries in the Task List, effoits to ii^ 

loan auction program were well underway by December 20, 1999, They continued through 
2000 until the program was opcradonaL 

12. )b addition to these ittqilemeiilftlionefForfa^ 

engaged in 2000 to prepare the present patent plication which was filed on Scptexnber 13, 
2000. 

Wo declare fiirtiier fliat aU of the statements her^ 
and all staterbents made on knowledge and belief are believed ttue, and further that these 
statements aie made with the fcoowledge that willful false statements and the like so made ate 
ptmxdtiable by fine.or imprisonment, or both, under section lOOlof Titlo 18 of the United 
States Code, and that such willflil false statements^,i^i6opardize the va^ of the present 
applicaticm and any j 

Date: 
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Precept LLC 
Company Overview 

December 13, 1999 



This Infoimation is the subject of a Confidentiality 
Agreement between Precept LLC and 
dated 



• 



Business Overview 

Mission Statement: Precept LLC ("Precept") is an Internet based commercial mortgage loan 
origination and trading system that provides the lowest cost, most efficient loan delivery system 
for commercial real estate borrowers, brokers, and lenders. Combining the industry's most 
advanced underwriting standards, a commitment to underwriting excellence, and a "sophisticated 
user** oriented Web site, Precept will emerge as the industry's premier source for commercial 
mortgage financing. With its seasoned underwriting staff and experienced management team. 
Precept will become an enduring financial markets institution dedicated to superior customer 
service. Precept will provide participants a unique competitive advantage in obtaining and 
providing comrnerdal real estate debt. 

The Concept: We built Precept to advance the commercial mortgage industry. By 
systematically applying industry-accepted underwriting standards to commercial lending 
practices. Precept transforms yesterday's xmcertain and inconsistent process into today's optimal 
combination of diligence, reliability and performance. Add an Internet based delivery channel, 
and access to a wide range of qualified borrowers and lenders, and you get the best results/aster 
through a new commercial lending experience that benefits everyone. 



This bxjsiness plan relies on the basic premise that the con5)etitive pressures of a maturing 
marketplace will drive real estate borrowers to optimize their search for the most con5)etitive 
sources of capital and drive lenders to lower the costs of loan origination and increase capacity 
for high velocity loan aggregation and possible dispositioiL 



Precept— Advancing Commercial Mortgage Finance. 



Lender Value Proposition 



Source of qualified and committed borrowers 



High quality arid comprehensive due diligence 

Methodical underwriting in accordance with Rating Agency and industry-accepted 
guidelines 



Prorppt delivery of pertinent information via the Internet 



: » » 

• Greater pro fitabiUty throujgh significant cost savings 

• Enhanced competitive position for lenders 

Borrower Value Proposition 

• Wider distribution 

• Intense competition 

• Best market rates and terms available 

• Greater assurance of firm pricing and terms offered 

t - 

• Reduced borrowing cost 

• Expedient transactions 

• Eliminates dependence on any one specific lender \ 

Mortgage Broker Value Proposition 

• Wider search capabilities 

• Elimination of repetitive deal imderwriting and packaging efforts 

• Increased profitability through preferential pricing 

• Interactive online status reports 

• Qirrent and con[^rehensive market information 

• Ability to provide better client service 

Why Invest in Precept: The primary reason that Precept will be successfiil in developing the 
commercial real estate loan origination solution is the people behind it. Every member of the 
Precept team is a seasoned professional and considered by industry participants to be among the 
finest in their specific field. This team has a proven track record of working successfiiUy 
together as evidenced by the historical market dominance of Capital America/Nomura. 
Furthermore, Precept has partnered with Secured Capit^ Corporation to develop the concept. 
Secured Capitd is a sigpifii^ Since the 

fo^nation of Secured C^gi^ iP^O^the fiiem has coixfpleibi^^ real estate 



transactions and capital raises. Secured Capital is the leading intermediary in the trading and 
placement of commercial and multifemily whole loans. Secxired Capital has completed $14.5 
billion of commercial, hospitality and multifamily mortgage whole loan sales, having sold more 
commercial mortgage whole loans than any other firm since 1990. The combination of Capital 
America/Nomura's experience and expertise with Secured Capital's marketing capabilities 
makes Precept a very well armed competitive presence in this marketplace. Additionally, the 
company is well positioned to attract meaningful strategic alliances. 

The second reason to invest in Precept is the business model. The premise behind the Precept 
platform is to dominate the market by setting the standard for the industry and by driving all 
benefits and efficiencies to the participants. As a result the Precept system is an information 
rich, complex, business-to-business application, requiring a certain level of industry 
sophistication. Additionally, the system is designed vnth the flexibility to accommodate the 
needs of all types of commercial mortgage lenders. 

The final reason to invest in Precept is sponsorship. The current investors in Precept are savvy 
indiistry participants who selected Precept as the company to back. Each of these investors is 
strategic in nature, providing an array of benefits such as guidance, access to industry 
participants and customers. 

i 

Secured Capital Corporation - Secured Capital holds a cash investment and "sweat eqmty"' 
position in Precept. Responsibilities include the ongoing development and management of a 
sophisticated marketing program designed to bring Precept high-level exposure within the real 
estate marketplace. As a leader in the real estate capital markets and through their strong 
relationships on Wall Street, Secured Capital has access to key decision makers in the industry. 
Secured Capital wiU assist in promotional presentations and conferences. Utilizing it's extensive 
network of investors and borrowers. Secured Capital will also seek to direct its clientele to 
Precept as an advantageous new medium for obtaining commercial financing. 

Morgan Stanley Dean Witter - Morgan Stanley Dean \Wtter has agreed to participate as an 
investor and will be included in the following activities: 1) assisting in the refinement of various 
con5>onents of the Precept processes, 2) provide Precept with access to certain commercial 
mortgage research materials, 3) support Precept in recruiting additional lenders to the program 
and creating fixture strategic alliances, and 4) act as a Market Maker fi)r a broad set of property 
types. 

Michael Klein - Michael Klein is the primary founding investor in Precq)t. Mr. Klein is the 
Chairman of the Board of Directors of CoStar Group, Inc. a publicly held corporation 
(NASDAQ) that is the pation's largest provider of information and related digital data services to 
the commercial real estate industry. 

Rating Agencies - Precept will enter into a long-term relationshq) with at least one Rating 
Agency whereby the Rating Agency will perform the property site inspection and confirm 
Underwritten Net Cash Flow prior to the auction. TWs Net Cash Flow will be subject only to 
remaining post-auction due diligence and will be reconfirmed upon the con5)letion of such. This 
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Precept Process Overview 
I - Applicant Engagement 

1 . Applicant or Applicant representative initially contacts Precept Exchange Representative 
through our website or 1 -800 number. 

2. The Exchange Representative track all contacts with Applicant. Any outstanding issues, 
concerns, referrals and questions are noted. Follow-up calls are made by Exchange 
Representatives to callers who did not immediately elect to participate. 

3. Exchange Representative briefly discusses our program with the Applicant and 
deteraiines whether our current product coverage can meet the Applicant's financing 
requirements. If not, the Applicant is referred to an appropriate firm with which we have 
a mutual referral relationship. 

4. The Exchange Representative explains the merits of the Precept program to the 
Applicant: 

a. Certainty (i.e. reduced re-trading by lenders): accurate desktop underwriting and 
due diligence before pricing, capability for complete industry accepted 
underwriting before bidding (third party reports, site inspection) and re-trading 
matrix to handle exceptions. 

b. Efficiency: Streamlined underwriting, pricing and closing process. Accentuate 
ability to reuse same information to return into action process, 

c. Best pricing: Loan auctioned among many lenders. Oflf-market bidding possible 
during initial closed auction while the open auction encourages vigorous 
competition. 

d. Who we are: Senior management at the largest lender in 1990's. 

5. The Exchange Representative explains the entire Precept process: underwriting, auction 
and closing. The various fees, e;q)enses and time firames involved are described. The 
Exchange Representative answers all basic questions, referring more con^lex questions 
to other Precept staflE The Applicant is directed to the website for san^le documents, 
definitions of terms (glossary), FAQ, approved third parties, site map, etc. 

6. The Exchange Representative discusses current lending market conditions and gives 
indicative pricing and terms for the potential fbandrig. 

7. The Exchange Representative gets basic deal identification infiDrmation fi-om the 
Applicant, registers the deal and checks for conflicts (ex. sponsor name and address, 
property address, etc.). 

8. If the Exchange Representative determines that the Applicant is likely to signup, the 
Applicant is introduced to a Precept Underwriter (seniority to be determined). 

9. The Exchange Representative and Senior Underwriter discuss with the Applicant the 
different levels 6f underwriting possible. The Applicant is encouraged to do a more 
con5)lete xmderwriting to reduce uncertainty and accelerate the process. Underwriting 
level choices are as follows: 

a. Minimum — Cash flow underwriting based on historical income statements, rent 
rolls, revenue and e3q)ense source documents (bank statements, tax returns, utility 
bills, management and service agreements and leases), primiary and secondary 



market research, property photos, preliminary Applicant credit analysis and 
Applicant certifications, 
b. Appraisal - Minimum plus appraisal or other 3"* party report (perhaps previously 

existing and wrapped). 
. c. Complete - Minimiun plus all 3^^ party reports (appraisal, environmental and 
engineering). 

10. The Exchange Representative and Senior Underwriter help the Applicant complete the 
Underwriting and Posting Agreement ('TJPA"). The Applicant executes the UPA and the 
Underwriting Fee and Third Party Report Deposits (if applicable) are collected. 

11. The Due Diligence Coordinator forwards the fees and deposits to accoimting and 
forwards the Applicant a **hello" package that 1) welcomes the Applicant into the system, 
2) provides the Applicant's access password, 3) includes a process outline and 
instructions, 4) contains hard copies of all applicable forms, certifications and checklists 
and 5) Pre-addressed, labeled loan file kit. 

n — Pre-Bid Underwriting 

1 . The Due Diligence Coordinator collects, logs and checks for completeness all applicable 
items outlined in the Pre-Bid section of the Underwriting Due Diligence Checklist (see 
Exhibit A) 

2. A Loan Underwriting File is created and the Senior Underwriter is notified that he should 
commence due diligence. 

3. The Due Diligence Coordinator will order any third party reports authorized by the UPA 
(appraisal, engineering, environmental), preliminary credit check, and crime reports (if 
applicable). 

4. The Due Diligence Coordinator will generate a preliminary schedule that identifies the 
timing of deliverables and estimated completion dates for major tasks (this schedule 
would be predicated on the assun[q)tion that all items delivered by the Applicant and third 
party report providers would be received in a timely manner), 

5. The Senior Underwriter oversees his underwriting team in completing the economic 
underwriting, portions of which are performed directly in the Precept database system 
(see Underwriting Team Organization Chart - Exhibit B)- 

6. Once the economic underwriting is conq)leted and summarized in the Precept database 
system, the Senior Underwriter will review the xmderwriting information with the 
Applicant for verification and confirmation. 

ni - Auction 

1 . The Precept Senior Underwriter and Precept Auction Manager work with the Applicant 
to con^lete thfe auction schedule, due diligence contingencies and bid requirements, 
preferences and requested variations. Precept Auction Manager ensures that the loan 
request parameters are consistent with current market conditions and conventions. 
Applicant signs Posting Notice. 

2, The auction begins when Precept posts details of the Applicant's loan request and the 
underwriting/due diligqnce information online. Lenders are notified by email of new 



postings. The auction is divided into the following 4 phases, although ends whenever the 
Applicant selects a single winner: 

a. Phase 1 . . .Bidder Due Diligence Review and Sealed Bid Submission Period: This 
phase takes place in most cases over 7 business days (longer for complex assets). 
During this phase lenders review imderwriting information, download models, ask 
questions about the underwriting and submit a sealed bid if they choose. 

• Lenders must submit questions prior to the final 2 days of this phase of the 
auction to allow Precept enough time to answer the questions and give all 

. lenders a day to review the answers. The due diligence period can be 
extended if Precept requires more time to answer questions. 

• Sealed bids may be submitted at any time during this phase of the auction. 

• Bids may be cancelled or modified at any time during the bidding period. 

• The Applicant may select a winning bid or reject a bid at any time. 

• Details of any submitted sealed bid are available to the Applicant and 
submitting lender, but are not available to other lenders. 

b. Phase 2. . .Sealed Bid Evaluation Period: If the Applicant has not selected a 
winning bid, a 1 business day evaluation period is provided to review active bids. 

• Bids cannot be canceled or modified dxaring this period, 

c. Phase 3 . . .Open Bid Period: During the next 2 business days Lenders can see each 
other's bids. 

• Bids may be cancelled or modified at any time during the bidding period. 

d. Phase 4 . . .Final Bid Evaluation Period: All outstanding bids at the end of the 
"Open phase" are good for another [24] hours. 

3. When the Applicant selects a winner, a Commitment Letter is generated from the 
winner's bid inputs. Selections (contractually binding) are made electronically with 
follow up confirmations of the Commitment sent to both the Lender and Applicant to be 
signed. The Closing Coordinator collects the remaining required third party report deposit 
and the commitment fee and forwards both to accoimting. 

4. If the Applicant does not select a winner, the Precept Auction Manager tries to determine 
why the auction Med, The Applicant may be oflfered another auction possibly with the 
additional underwriting or posting conditions. If no additional auction is scheduled, the 
Post-Bid Due Diligence fee is returned (less Precept costs) and all underwriting materials 
are SOTt to whomever the Applicant directs. 

5. Precept Auction Manager continually monitors auction for operating problems or 
violations of auction rules. 

- Completion of Post-Bid Origination Activities 

1 . Closing Coordinator assists Bidder in engaging law firm based on Precept approved 
counsel list to close the loan and in ordering title and survey. 

2. ^ Law firm prepares and distributes Precept standard documents and Legal Closing 

Checklist (Exhibit C) to the Applicant's counsel and commences closing process. 

3. Due Diligence Coordinator engages appraisal, engine^ing, environmental, PML and 
special hazard report providers (to the extent not previous^ eng;aged). 

4. Due DiligOTce Coordinator collects all applicable items outlmed in the Post-Bid 
section of the Underwriting Due Diligeilce dfeeijpst (see Exhibit A). 



5. Closing Coordinator orders appropriate physical record searches. 

6. Due Diligence Team updates and finalizes underwriting and summaries (Le. 
engineering page, environmental page, etc.) based on data firom third party reports 
and creates holdback and remediation plans for environmental, engineering and 

. special hazard matters that cannot be resolved prior to closing. Final credit 
information is also summarized into system. 

7. Senior Underwriter and Closer work together to identify xmdervmting 
issues/exceptions. 

8. Senior Underwriter and Closer notify Applicant and bidder of modifications and to 
coordinate negotiation/resolution. 

9. Bidder has 3 days to review final underwriting information and confirm 
**Undenvriting Clearance". 

10. Applicant's Counsel and Bidder's Counsel negotiate final form of loan documents. 

1 1 . Closing Coordinator confirms that all checklist items have been delivered and are 
satisfectory to Bidder and that all that issues have been resolved. 

12. Due Diligence Coordinator delivers final Underwriting File (contents outlined on 
Exhibit A) to Bidder. Bidder has 3 days to review file contents and reconcile 
inforination firom soxirce docimients to Precept 'Tosted" data. 

13. Bidder confirms "Closing Clearance". 

14. Closing Coordinator prepares and distributes Settlement Statement to all parties for 
review and approval 

15. Bidder's Counsel reviews Legal Closing Checklist issues/exceptions with Bidder and 
obtains 'Xegal Clearance", 

V - Loan Document Delivery and Funding Mechanic 

L Bidder and Applicant's Counsel deliver executed Loan Documents into escrow with 
Title Company. 

2. Title Compmy distributes execution copies to Applicant, Lender. 

3. Lender fimds into escrow with the Title Conq)any on day of closing, 

4. The Title Company releases fimds upon confirmation by Title Company that it is in 
receipt of (i) all executed documents, (ii) closing proceeds and (iii) everything it 
needs to close the transaction and issue the title policy. 

5. Title Company records applicable documents and files UCC statements. 

6. Applicant and Lender asked to provide feedback regarditig process 



ARTICLE I -INTRODUCTION 
THE UNDERWRITING PROCESS 

This Underwriting Manual describes the process by which Precept will complete the 
underwriting of each Loan (defined below). Precept's underwriting process involves the 
gathering, analyzing and summarizing of information relating to the cash flow of each Property 
(defined below) as well as the gathering and sumnlarizing of information pertaining to the 
physical characteristics of^each Property, the credit of a Borrower (defined below), and other 
matters such as the qualifications of each property manager and leasing agent and the purpose of 
the Loan. As set forth in Due Diligence Level One (defined below), for each Property that is the 
subject of a Loan, Precept will complete a cash flow analysis. Depending on the due diligence 
level selected by a Borrower, either prior to an Auction (defined below) or after the execution of 
a Commitment Letter (defined below), the cash flow analysis will be adjusted by Precept to 
reflect the results of each Third Party Report (defined below). 

Throughout the underwriting process. Precept will use its Web Site (defined below) to convey 
and update information regarding the Loan, a Borrower, the Properties and underwriting. This 
Underwriting Manual summarized the various places on the Web Site Precept will post relevant 
underwriting information. 

The underwriting information regarding a proposed Loan will be available for review by a 
Borrower on the Web Site throughout the Underwriting Phase (defined below) and Auction and 
will also be available to Registered Lenders (defined below) during the Auction. If a Bid 
(defined below) is accepted by a Borrower, then only a Borrower and a Winning Registered 
Lender (defined below) will be able to review such underwriting information as it is updated and 
revised by Precq)t. Precept will place all of the materials compiled in connection with the 
underwriting process in the deal •'Underwriting File". AU infoimation in the Underwriting File 
will be made part of the Loan file delivered to the Winning Registered Lender following 
execution of the Commitment Letter or, if no Bid is accepted by a Borrower, the underwriting 
files will be given to a Borrower. 

The Precept underwriting process is designed to provide Borrowers with a friaidly and efficient 
loan application process and Registered Lenders with a comprehensive underwriting package. In 
order to ensure tiie achievement of these goals, this Underwriting Manual will be amended as 
necessary to adapt the Precept Program to the needs of Precq)t's Bohowcts and Registered 
Lenders. 

AN OVERVIEW OF THE PRECEPT PROGRAM 

1 

In the Precept loan auction program, (the 'Trecept Program"), Precept will receive the 
terms by which potential borrowers (eadi, a "Borrower") desire to enter into financings (each, a 
**Loan"). The Precept Program genwally consists of three phases, the Underwriting Phase, the 
Auction and the Closing Phase, eadi of which is discussed more thoroug^jly in this Underwriting 
Manual (the ''Underwriting Manual"). During the Underwriting Phase, Precq)t>svill underwrite 
eadi property (each, a 'Troperty") that will be the subject of eadi Loan. During (he Auction, &e 
results of the underwriting, at the option of a Borrower, will be presented to lenders C*Registered 
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Lenders") for their review. If a Registered Lender reviews the underwriting materials and wants 
to enter into a financing with a Borrower it will submit proposed loan terms (each, a "Bid") to 
such Borrower. The Borrower can then select a Bid fi-om those submitted. If a Bid is accepted 
by a Borrower, a winning Registered Lender (a "Winning Registered Under") and Borrower 
will execute a commitment letter (the "Commitment Letter"). During the Closing Phase, Precept 
will assist the Winning Registered Lender in closing the Loan. Precept Loans may be secured by 
various types of Property, including multifamily, office, industrial, retail and hotel. A typical 
Loan is generally closed within four weeks fi-om the date a Borrower and a Registered Lender 
execute a Commitment Letter. 

i 

Each Loan in the Precept Program is processed by Precept as follows: 

(a) The Financing Registration Form . 
Typically, a Borrower or a mortgage loan broker, acting on a Borrower's behalf, submits to 
Precept a "Financing Registration Form" which sets forth (among other things) contact pereon 
information and certain background information describing the amount and type of financing 
requested. 

(b) Underwriting and Auction Agreement 
After a Borrower has submitted the Financing Registration Form, a Borrower executes Precept's 
form of Underwriting and Auction Agreement. As part of the Underwriting and Auction 
Agreement, each Borrower selects the level of due diligence it wants Precept to complete prior to 
an Auction. There are three levels of due diligence: 



(i) Due Diligence Level One - Basic 
Cash Flow Analysis: Due Diligence Level One involves a basic cash flow analysis based on 
property level historical operating data and reconciliation of such data to (1) source documents 
submitted to Precept, (2) "market" information obtained by Precept, and (3) industry operating 
ratios as determined relevant by Precept. In Due Diligence Level One, appraisal, environmental 
and engineering reports (the "Third Party Reports^') are not ordered. Due Diligence Level One 
assumes that Third Party Reports will be ordered after a Commitment Letter is executed and 
undCTwriting cash flows will be adjusted accordingly by Precept and, in turn, the Winning 
Registered Lender, if they so desire, following their post-Commitment Letter due diligence 
review. 

(ii) s Due Diligence Level Two - Basic 
Cash Flow Analvsis with Appraisal Report : Due Diligence Level Two involves the same basic 
cash flow analysis performed in a Due Diligence Level One review, which Precept the adjusts to 
reflect the results of an appraisal rqwrL The appraisal rqwrt will be commissioned by and 
prepared for Precept and any Winning Registered Lender. Due Diligence Level Two assumes 
that the environmental and engineering reports will be ordered after a Loan Commitment is 
executed and underwriting cash flows will be adjusted accordingly by Precept and, in turn, the 
Winning Registered Lender defined below, if they so desire, following flieir post-Commitment 
Letter due diligence review 



\ 
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(iii) Due Diligence Level Three - 
Complete Cash Flow Analysis : Due Diligence Level Three consists of the same basic cash flow 
analysis perfonned in Due Diligence Uvel One, adjusted by Precept to reflect the results of the 
appraisal report (as described in Due Diligence Level Two) as well as an environmental and an 
engineering report and all other property level reports commissioned by and prepared for Precept 
and any Winning Registered Lender. Up-front reserves for curing structural or environmental 
issues will be recommended by Precept and will be based on the engineering and environmental 
reports as analyzed by Precept. 

At any time during the Underwriting Phase, a Borrower may upgrade the selected underwriting 
due dihgence level by delivering an "Upgrade Request". 

(c) The Underwriting Phase. Once Precept 
receives the Underwriting .and Auction Agreement, Precept will begin the process of 
underwnting the Property. The underwriting will be completed in accordance with this 
Underwriting Manual. 

(d) The Auction . Following completion of the 
Underwriting Phase, a Borrower will have the option of proceeding to the auction (the 
"Auction"). If a Borrower elects to proceed to the Auction, a Borrower must deliver to Precept 
an "Auction Request" within seven (7) days of the date on which Precept notifies a Borrower 
that the completion of the Underwriting Phase. If a Borrower fails to so notify Precept, Precept's 
obligations under the Underwriting and Auction Agreement will terminate. During the Auction 
Phase: 

(i) Precept will "post" on Precept's 
mtemet web site located at www.preceptmortgage.com (the "Web Site") the terms of the 
financing requested by a Borrower and the underwriting information, including property level 
cash flow, credit related infomiation pertaining to a Borrower and certain of its affiliates, certain 
other underwriting information collected by Precept fi-om a Borrower, and, to the extent 
available, the Third Party Rqx)rts (collectively, the "Underwriting Materials") for review by 
RegistCTcd Lenders; 

(ii) Precept will answer any questions of 
the Registered Lenders in an effort to facilitate the submission of Bids pursuant to which they 
would be willing to enter into a Loan; 

(iii) Precept will provide a Borrower with 
access to the Web Site for the purposes of reviewing the posted information and Registered 
Lenders' Bids, submitting questions to Precept, monitoring the Auction and selecting a winning 
Bid; 

(iv) Precept will conduct an Auction in 
accordance with the Precq)t auction rules (the "Auction Rules"); 

(v) Precept will answer questions fiom a 
Borrower in accordance with the Auction Rules; and 
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(vi) Precept will, in the event that a 
Borrower accepts a Bid from a Registered Lender, assist the Winning Registered Lender in the 
closing of the Loan. 

(e) Winning Re gistered Lenders . Within two 
(2) business days after a Bid is selected by a Borrower, a Borrower is obligated (pursuant to the 
Underwriting and Auction Agreement) to enter into a Loan Commitment with the Winning 
Registered Lender. Outside counsel ("Outside Counsel") will then be engaged by Winning 
Registered Lender. Thereafter, Precept will work with the Winning Registered Lender and 
Outside Counsel to close the Loan. Outside Counsel wiU be instructed to ensure that it does not 
destroy the attorney-client privilege with the Winning Registered Lender by its discussions with 
Precept. 

, . (f) Closing Phase . During the Closing Phase, 

the Wmnmg Registered Lender will review all Third Party Reports, the underwriting will be 
completed, the legal review be performed by Outside Counsel to the satisfection of Winning 
Registered Lender, and the conditions set forth in the Loan Commitment must be satisfied. 
Upon the completion of the foregoing matters, the Loan will be fimded by Winning Registered 
Lender. 
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TASK LIST ■ 
CMEX 

Estimated 



Task Leader 


Task 


Completion Date 






10/30/99 






10/30/99 


cc 




10/30/99 


cc 


^^^^^^^^^^^^^^^^^ ■ 


Complete 


cc 




10/30/^9 


cc 




10/22/99 


cc 


7. Write simplified sales summaries of underwriting process, auction process, 
closing process & borrower's obligations & outs for inclusion in "Hello" 
package. [FS, JH, CC] 


10/30/99 


: cc 


8. Create initial version of FAQ. Establish FAQ addition procedure. [FS, CC] 


1 0/30/99 


. cc 

i 

i 


10. Develop appraisal, environmental, engineering and special hazard 
engagement agreements and scopes of work, "set-up packages, formats and 
technology to up-load needed fields from reports [FS, JH] 


9/30/99 


cc 


12. Develop cost schedule for third party services [FS, CC] 


10/lS/OO 


cc 


19. Create property type specific Underwriting Due Diligence CheckHsts [CT, 
CC,FS] 




cc 


24. Design of all data collection forms from the Borrowers & their 
representatives [FS, CC] (includes items i.e. 25, 26, 27, 28, 29) 


onn/QQ 

\ 


cc 


30. Design example Utility service letters [FS, CT, CC] 


on 0/00 
yio\iiyy 


i cc 


31 . Design capital expenditure schedule example [FS, CT, CC] 


Complete 


cc 


32. Design historical lease-up cost schedule [FS, CT, CC] 


Complete 


cc 


33. Design instructions for outlining Ownership Structure [FS, CT, CC, JH] 


9/30/99 


ct 


2. Define our exact current product coverage (i.e. standard current cash flow 
loans). [FS,CT,SW] 


Complete 




1' 1 8. Develop underwriting database structure: tables, fields and lookup 
1 references. [CT,CC,SW,NJ, DM] 


9/30/99 


ct 


20. Develop the Underwriting Due Diligence Glossary and review definitions 
with Rating Agencies [CT, CC, FS, JH] 


10/15/99 


; ct 


22. Develop underwriting summary models [CT, CC, DM] 


9/30/99 


i ct 


1 S^t^ui)^p^ deals to th^^^ Exchajige 


9/30/99 


dm 


Representative. [DM] 


9/30/99 


dm 


1 1 . Decide on software for storing entire third party reports online [DM, CC, NJ, 
FS,CT] 


9/30/99 


dm 


37. Build separate underwriting distribution website with lower performance 
but high data capacity and security. [DM, CT, NJ] 


9/30/99 



Indicates that this a new item to the list. 



Comments 



To be develoRgd^N^^ahlil , - 



To be develppfidfw^pir 



Complete 



This work is being done at the same as the cash flow section is being created by CT. 



This work should be completed by 10/22/99. Currently a vendor is modifying its scope 
based on my comments. 



This will be completed after the scopes of work are defined. 




Draft completed. Needs to be reviewed by JH, FS, & our law firm. 



Draft completed. Needs to be reviewed by JH, FS, & our law firm. 



j Completed. 

! Completed. 

iJHis working with our outside law firm to revise. \ 

1 
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fs 


3. Develop Exchange Representative approach with script explaining program 
s benefits, [FS, JH] 


: 11^0^99^ ... 


fs 


5. Define loan registration and conflict checking process. [FS, DM] - Note Check 
to Database tables 


Complete 


fs 


0. i^^uume lixcnangc iveprci>ciiiaiivc / uiiuciwiuci naiiuuii ^luiuwi. 


10/30/99 


fs 


0 r^re^rti-e^ lief rtf Q r»r»r/\\/#»/1 fViirrI r*fJT+iPC nrcranir/f^H Viv QPTviff* nrnnprtV tVDC 
y. v^reaic llSl OI apprOVCU llliru palllCo UigalllZ.CU uy oci vi^c, jjiujjviijr ijrp*-, 

location, etc. [CT, FS, JH] - Note: Target list only 


9/15/99 


fs 


14. Develop fee and deposit collection mechanics [FS, JH] 


.Qom^te? :' vC 


fs 


15. Develop accounting processes for Underwriting Deposits, CMEX out of 
pocKei expenses ana venuor expenses [ro, jnj 




fs 


16. Develop tracking procedures and software (i.e. customer database, assigning 
cusiomers pnone log, pnonc nisiury, rcicriaio, t/u&ioiiici a i^:iuc;d, 
call-back/follow-up document tracking, etc.). [FS, DM, CC, CT] 


[ 

1 1/30/99 


fs 


17. Develop Exchange Representative performance monitoring and improvement 


12/30/99 


fs 


zi. JJevelop proceaures ana organizaiion lor ine unaerwnung proccas* [ro, 
CT CC JHl 


12/1/99 


fs 


35. Develop underwriting inquiry and response policies and procedures. [FS, 
CC, JH] 


12/1/99 


IS 


50. Develop customer feedback form [FS, JH] 


12/15/99 


JH 




10/30/99 


JH 




10/30/99 


jh 


13. Develop Underwnting Agreement. [JH, FS] 




jh 


34. Draft Loan Posting and Bidder Registration Agreements including: 
DOrrower mionnaiion represenuiiioTi dnu icicabc, uuc uiu^ciiuc v/uoio anu ut^uon 
rules, troubled markets policy and Bidder "set-up" package. [JH] 


9/30/99 


jh 


41 . Develop a Commitment Letter that can be automatically completed fi-om 

wiTiTiiticj hin rrHf TlA^i 

Wllllllli^ UlU. ^Jl.Xj J_/1VJIJ 


10/30/99 


jl» 


42. Create system for Borrower to electronically (i.e. rapidly) sign 
Pnmmitmpnt 1f»ttpr TDM TTTl Note* fax conv 1 st p^eneration 


9/30/99 


jh 


44. Select and train pool of law firms to close loans and create law firm 
"set-up" package [JH] 


11/30/99 


jh 


45. Create property type specific closing Checklists [FS, CT, CC, JH] 


9/30/99 


jh 


46. Creation of closing documentation (i.e. loan documents, ftinding memo, 
escrow agreements, title instruction letter, settlement statement, etc.) [JH, FS, 
CC] 


10/30/99 


Jh 


47. Expand the Glossary and Database to include closing fields [FS, CT, CCJ 


9/30/99 


jh 


48. Document closing procedures (internal and external), including mechanics 
tor various approvals, resolving issues/ exceptions ana aeiivenng lucui mca ^ro, 
CT, CC, JH] 




jh 


49. Design system to monitor receipt of recorded documents [JH] 


10/30/99 


sw 


*f, ueveiop aaiiy lenuiiig maiKci LfUiiiiiicnuiry wiiu gcucfii^ pii^m^ ^nuo. \*j , 
NJ] 


10/15/99 


sw 


36. Research different auction techniques and their implications. Develop 
auction policies with clear rules and explanations. [SW, NJ, JH] 


9/30/99 
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To be developed w/Kahlil 



Cohjjict check data fields provided: to Meefe arid process wrii|ten intp procjess. 
Wpiitirig to test out on system whe^ V 

Gomjpiete per process discriiptipn - Nyili be^ppum^^ BrpceS^red 
sis.-fested^n^^ . .\ : . '.'^ ; 

Wmfihg for compieti on ©^■fihai' spppes- dftwbrk \. • " • / 



^This is a new item we determined was need. 



This is a new item we determined was need. 



sw 


38. Build separate auction website with real-time performance and security but 
minimal data storage. [DM, SW, NJ, JH] 


9/30/99 


sw 


39. Define bid specification: spread, proceeds / DSCR limit, LTV limit, 
stipulations, confirmation period, {re-trading matrix}, etc. [SW, NJ] 


9/15/99 


sw 


• 40. {Develop re-trading matrix methodology and utilization philosophy. [SW, 
NJ,CC,CT]} 


11/30/99 


sw 


43. Determine how to incorporate rate-locks into process. [SW, NJ] 


11/15/99 
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